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EDITORIAL
Following the recent action of the New
Chicago Stock Exchange York stock exchange requiring that all
Requires Certified
applications for listing of corporation
Statements
securities be supported by financial
statements certified by independent public accountants, the
second largest exchange has taken similar action. On March 21st
the Chicago exchange adopted regulations from which the follow
ing excerpts are taken:

“Clear and informative financial statements, including a bal
ance-sheet, profit-and-loss statement and an analysis of surplus,
shall be submitted as part of each application. Such financial
statements shall truly disclose the past operations and present
condition of the company and shall be certified to the Chicago
stock exchange by duly qualified independent public accountants,
whose certificate shall be set forth in full as a part of the applica
tion.”
Later in the same pronouncement the Chicago exchange makes
the following requirement:

“Applicant companies shall agree to mail to the exchange and
to their stockholders with the notice of the annual meeting a
report of the operations for the preceding fiscal year, including a
balance-sheet, profit-and-loss statement and analysis of surplus.
Such financial statements shall be clear, complete and informative.
They shall truly disclose the operations and condition of the com
pany and shall be certified by duly qualified, independent public
accountants whose certificate in form satisfactory to the exchange
shall be attached.”
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It will be noted that the language in these two paragraphs is
practically identical with the rules of the New York exchange.
The movement which was inaugurated in the early part of this
year to require full exposition of financial condition is thus spread
ing, as was expected, throughout the country, and there seems
good reason to believe that in addition to the exchanges which
have already participated practically every important exchange
throughout the land will see the wisdom of making the require
ment for independent audit.
In the Chicago regulation there is a
highly interesting development. Para
graph 7 reads as follows:
“Securities will not be listed coincident with a public offering.
Applications will only be considered when the company demon
strates that the securities to be listed are sufficiently distributed
to the public to assure a free and open market.”

Listing Dependent on
Distribution

This rule is really an effect of the dissatisfaction which has
often been expressed relative to the common practice of listing
securities “when, as and if issued.” There are many reasons why
this custom is unfavorably regarded, and certainly there can be no
violent objection to withholding listing until, as the rule says,
“the securities are sufficiently distributed to assure a free and
open market.” This is one of the many indications of a change
of sentiment in the security markets of the country, and it un
doubtedly makes for a better control of dealing in securities.
The old notion that the securities of any corporation of reputable
standing could be safely offered for purchase and sale prior to
actual issuance was founded in part upon a too confident belief
that the issuance would take place. Anything which will limit
trading to the securities which have a free and open market will
be of benefit to all concerned.

Several important developments have
followed the recent compulsory holiday
which closed the banks throughout the
country. The public was aroused to a spirit of inquiry, and a
demand arose and continues to arise for reformative measures
which shall forever prevent the creation and the continued ex
istence of banks which are fundamentally unsound. Someone
said in a speech recently that the bankers have “got religion.”
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It does not seem to us that the spiritual conversion has been so
much on the part of bankers as it has been of the general public.
The old days when people thought that a bank was strong because
it was a bank are gone for good. Indeed, the glory of being a
director of a bank is not as lustrous as it was. Some directors
have found that the burden of responsibility and the actual lia
bility of directorate are far too heavy and outweigh the prestige
which such directorates were supposed to imply. It begins to
look as though the banks of discount hereafter will be banks of
discount and nothing else. The voluntary separation of the
Chase National Bank of the state of New York from its sub
sidiary, the Chase Securities Corporation, was one illustration of
the change of heart which animates not only small and unim
portant banks but the greatest institutions in the country. In a
letter from the president of the Chase Bank to shareholders he
says:
“On March 8 last I issued a public statement pointing out that
the experience of the past ten years had clearly indicated the
advisability of separating commercial banking from the general
business of investment banking. The Chase National Bank had
for some time been giving serious consideration to the question of
severing its connection with its security affiliates and of limiting
its future participation in investment banking solely to handling
obligations of the United States government and of states and
municipalities and other securities as provided in the national
banking act.”

When the largest bank in the world, which has held as its sub
sidiary one of the largest securities corporations of the world,
finds it desirable in the public interest to divorce these two fields
of activity there must be sound logic underlying such a decision.
It is quite certain that many of the subsidiary companies of banks
created to handle investments not strictly within the range con
templated by the national banking act have been conducted with
due regard for the protection of investors. Nevertheless, the
business of banking is more secure when it remains within its own
historic bounds.

Another outcome of the bank holiday,
or, it would be preferable to say, of the
conditions which induced the bank
holiday, is a more emphatic demand that the audits of banks shall
be thorough and independent. In too many cases bankers have
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ignored the additional safeguard which can be provided by in
dependent audit. They have been inclined to point with pride
to the examinations conducted by emissaries of the federal reserve
board and of the various state banking commissions. Now, these
official investigations are generally hurried and they are always
confined to a fixed routine. There is little opportunity for initia
tive on the part of state or national examiners who are compelled
to go from one institution to another, making, it is true, unheralded
visits but so limited by numbers of personnel and by regulation
that the interests of shareholders and depositors are apt to suffer
from incomplete investigation. Indeed, the requirements laid
down by the federal and state authorities look more to the written
regulations than they do to the interests of stockholders and de
positors. There are many things in the affairs of almost every
bank which the stockholder or depositor is entitled to know.
Questions of policy are not within the purview of official ex
aminers, unless something arising from a policy affects observance
of the regulations. The independent auditor goes into a bank
with a competent staff of trained men and is not ordinarily so
restricted by time that full investigation is prevented. It is the
contention of professional accountants that they can render a
service in addition to that rendered by the official representatives
of governing bodies which will bring to light mistaken policies
which may prevail and will render far safer the investment of
stockholders and the cash of depositors. In this new movement
to bring about full information the public accountant will as
suredly play an important part, and it is not unreasonable to
expect that the engagement of independent professional account
ants will spread with a rapidity that would not have been possible
had it not been for the upheaval which has shaken the entire
financial structure of the country.

At a recent meeting of the council of the
American Institute of Accountants con
sideration was given to the propriety of
an accountant’s investment in the securities of corporations of
which he is the auditor. This is a point which has been under
discussion for many years, and it seems to be the common opinion
that an auditor should be so entirely detached from any concern,
direct and personal, in the condition of a company that there can
not be the slightest danger of an imputation of self-interest. It
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has been said that to preclude an accountant from investing in the
corporations which his firm examines is to place upon his financial
plans a limitation that is unfair; but that does not seem to be a
valid argument. No accountant, however wide his practice may
be, numbers among his clients all the corporations in whose
progress he would like to participate. However great may be
the practice of an accountant there are many companies not
within his clientele which offer abundant opportunity for the
employment of his funds. Some professional men adopt the
policy of immediately disposing of the securities which they hold
of any corporation which becomes their client after the fact of
investment. This has been called a counsel of perfection, but if
it errs it errs on the safe side. Of course, it is obvious that a man
may own a small number of shares in a corporation and be entirely
uninfluenced in his professional work by the possession of such a
personal interest, but the difficulty of determining where lies the
line between what is substantial and influential and what is in
significant is too great. So many factors must be brought into
a solution of such a problem that the answer will never be entirely
satisfactory. What would be substantial for one man would be
quite trivial for another. To be entirely without the range of
suspicion an accountant would be wise to have no interest what
ever, even in one share, of any corporation with which he was
associated in a professional capacity. If it be true, as we have it
on excellent authority that “virtue itself ’scapes not calumnious
strokes” and “be thou as chaste as ice, as pure as snow, thou
shalt not ’scape calumny,” the argument for an almost quixotic
restraint should prevail. At any rate the council has expressed
itself finally to the effect that it does not regard with favor an
accountant’s participation in the ownership of companies or
businesses subject to his professional investigation.

There would probably be no objection
Complete Detachment
raised to investment in a close corpora
. is Best
tion whose securities were never offered
to the public outside the inner circle, but even in such cases there
is wisdom in refraining from combining the two functions of
ownership and audit. Some lawyers favor the safe rule of com
plete detachment, and yet in their case the position is slightly
different. Impartiality is not supposed to be one of their virtues.
They are engaged as special pleaders. They assume an intimate
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interest. They are almost integral in the concern. Accountants,
however, are in a different category. Their duty is the old
triune obligation to the public, the profession, the client. No
one of these three may be ignored without danger. If the public
learns that an accountant who presents a favorable report of the
condition of a corporation is the holder of stock or bonds of such a
corporation the public may be pardoned for a little suspicion that
all unwillingly and unknowingly the accountant’s opinion may be
slightly colored by his desire to see prosperity. Of course, every
one who knows the profession of accountancy is aware that the
great majority of men in the profession are absolutely upright and
would not wittingly allow themselves to be prejudiced in any
way, but then, admitting for the sake of argument that it is possi
ble for a man to separate his finances from his practice, there is
always the opinion of other people to be considered, and a position
of absolute disinterestedness is the strongest ground upon which
an accountant can stand. The council has said in effect that
auditing and ownership should not be contemporaneous, and
that, it seems to us, is good sense and right doctrine.
What a day is dawning for accountancy.
The Greatest Opportu
When
the hurly-burly’s done, when the
nity of All
battle’s lost and won this profession will
go forward into a region of marvelous opportunity. Everything
points to more accomplishment for the good of humanity—and
incidentally, of course, for the good of the profession—than has
ever been known in the past. When the income-tax laws were
written on our federal statute books there came a recognition of
the vitally important part which accounts play, and accountants
were suddenly swept into a position of prominence that rather
astonished them. They were called upon to meet the require
ments of the new laws, and business as a whole was compelled to
pay attention to the accounting which had been more or less a
matter of minor concern. Now it appears that an even greater
stimulus will be given to accountancy, and that the accountants
of this country, and indeed of all countries, will step up to a higher
plane than they have ever occupied before. Nearly all the legisla
tion and administrative regulations which are following upon
each other’s heels with an amazing rapidity are an earnest of the
need for accounts which shall tell the truth and all the truth.
The accountant stands face to face with a challenge that he must
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meet or perish. The evident intention of the federal government
to prevent the flotation of unsound securities, the prospect of
reform in banking practice, the movement to bring in protection
of the public in every way—all these involve labor for the ac
countant and a chance to do a magnificent work for the country.
It is gratifying to know that the accountants themselves appre
hend these truths. At a meeting of the council of the American
Institute in April the reports of committees indicated the aware
ness of the profession. Almost every phase of activity with which
the accountant is or is to be concerned seems to have been con
sidered in the reports of the committees which were presented to
the council. The Institute as a whole stands ready and eager to
take part in this onward march. One who remembers the early
days of accountancy must regard with gratification the change
which has taken place in public sentiment and the recognition
which is now given to the accountant as a factor in the whole
fabric of commerce and industry.

Fears have been expressed that the
recent scarcity of work for accountants
will lead to a shortage of men in the
near future. Some students of the situation seem to feel that,
because many men have been unable to find employment even
during the ordinarily busy season of winter, other men will be
discouraged and will be inclined to adopt other vocations where
there is greater probability of steady employment. As a matter
of fact, however, accountancy has not suffered more than other
callings. In many ways accountancy has been less affected than
most other professions. For example, engineering and architec
ture have been almost at a standstill because there has been
practically no construction. Business, however, still exists, and
accounts must be kept and should be audited. Perhaps, after
all, the depression may encourage new men to come into ac
countancy because when the whole field has been surveyed it
may be found that in accountancy lies opportunity as great as
that to be found anywhere. Many new men will be needed.
(Let no advertiser quote this for seductive purposes.) The men
who will be wanted will be good men, better perhaps than their
forerunners, because they will have to cover a wider scope, meet a
greater responsibility and encounter a more alert public. They
will be college men, probably, and they must be well trained.
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keen, knowing a good deal about economics of the new day—that
illusive day which seems always about to dawn and then to fade
away. It will, however, dawn at last, and perhaps in that day
there will be a new accounting. Old customs may be thrown out.
Better ways of analysis and report may ensue. And for that
new men must be ready and adaptable to all that is truly better
than tradition. No one can foretell how the future will run, but
it is sure that the men who come into the profession now will
have a task of tremendous potentialities. The brightness of
their future will excite the envy of those who labored through the
early days when recognition had not come.
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